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Kuruman 
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Reference: 21358REG11-12 


Dear Mr. G.E Ntefang 

Report of the Auditor-General on the financial statements and other legal and regulatory 

requirements of Ga-segonyana local municipality for the year ended 30 June 2012 

1 . The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 121(3) of the Municipal Finance 
Management Act of South Africa (MFMA) 

2. We have not yet received the other information that will be included in the annual report with 
the audited financial statements and have thus not been able to establish whether there are 
any inconsistencies between this information and the audited financial statements and the 
reported performance against pre-determined objectives. You are requested to supply this 
information as soon as possible. Once this information is received it will be read and should 
any inconsistencies be identified these will be communicated to you and you will be requested 
to make the necessary corrections. Should the corrections not be made we will amend and 
reissue the audit report. 

3. In terms of section 121(3) of the MFMA. you are required to include the audit report in the 
municipality’s annual report to be tabled. 

4. Until the annua! report is tabled as required by section 127(2) of the MFMA, the audit report is 
not a public document and should therefore be treated as confidential. 

5. Prior to printing or copying the annual report which will include the audit report you are required 
to do the following: 

® Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

e The signature Auditor-General in the handwriting of the auditor authorised to sign the audit 
report at the end of the hard copy of the audit report should be scanned in when preparing 
to print the report. This signature, as well as the place and date of signing and the Auditor- 
General of South Africa’s logo, should appear at the end of the report, as in the hard copy 
that is provided to you. The official logo will be made available to you in electronic format. 

6. Please notify the undersigned Business Executive / Senior Manager well in advance of the 
date on which the annual report containing this audit report will be tabled, 


lAhnC; 'O b'jlld OUbhC €■: 


Audltor-Generoi of South Africa 
'.•/ww aqi.a.CG r.c. 



7. Your cooperation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 

Yours sincerely 


Signed 





•Bosinggs^ Execuli ve-/- Senior Manager: NCBU (Northern Cape Business Unit) 


Enquiries: Marshae Papiah 
Telephone: (053) 831 1016 

Fax: (053) 833 3321 



REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE GA-SEGONYANA LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the financial statements of the Gasegonyana local municipality as set out 
on pages XX to XX, \which comprise the appropriation statement, the statement of 
financial position as at 30 June 2012, the statement of financial performance, statement 
of changes in net assets and the cash flow statement for the year then ended, and the 
notes, comprising a summary of significant accounting policies and other explanatory 
information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer Is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act(Act No. 56 of 2003) (MFMA) and Division of 
Revenue Act of South Africa. 2011 (Act No.6 of 2011) (DoRA), and for such internal 
control as the accounting officer determines is necessary to enable the preparation of 
the financial statements that are free from material misstatement, whether due to fraud 
or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the General Notice issued In terms thereof and International 
Standards on Auditing. Because of the matters described in the Basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

4. I believe that the audit evidence I have obtained is sufficient and appropriate to provide 
a basis for my qualified audit opinion. 


Basis for disclaimer of opinion 

Cash and cash equivalents 

5. I was unable to obtain sufficient appropriate evidence for cash and cash equivalents 
disclosed as R16 863 879 (2011; R2 327 233) in note 16 to the financial statements as 
bank reconciliations were not performed for two of the three bank accounts and the 
bank reconciliations of the other account was not performed accurately, I was unable to 
confirm the cash and cash equivalents by alternative means. Consequently, I was 
unable to determine whether any adjustments to cash and cash equivalents disclosed 
were necessary. 

Property, plant and equipment 

6. Assets purchased amounting to R3 520 547 was incorrectly expensed instead of 
capitalised. Land and buildings amounting to R3 205 900 was identified which is not 
registered in the name of the municipality. This was in contravention with the Standards 
of Generally Recognised Accounting Practice, GRAP 17, Property, plant and 
equipment. Property, plant and equipment disclosed as 

R957 566 061(201 1 : R952 049 475) in note 4 to the financial statements is overstated 
by R314 647. Repairs and maintenance and accumulated surplus was overstated with 
R3 520 547 and R3 205 900 respectively as a result of this. 



7. In addition to this assurance could not be obtained on property plant and equipment as: 

® land and buildings to the value of R23 542 430 were not registered with the deeds 
office. 

e the municipality did not have a system in place to allow me trace infrastructure assets 
amounting to R885 709 623 from the asset register. 

» the municipality did not have a system In place to allow me trace infrastructure assets 
to the asset register. 

® movable assets to the value of R6 666 735 could not be physically verified. 

9 asset additions to the value of R42 753 626 was not unbundled and could not be 
physically verified. 

9 supporting documentation to verify the valuation of assets to the value of 
R909 317 034 could not be submitted for audit purposes. 

® one thousand eight hundred and five properties registered in the name of the 
municipality at the deeds office could not be found on the asset register. 

« the useful lives of assets were not revised annually as required by GRAP 17 
paragraph 61. 

• assets were not depreciated over the useful lives as per the accounting policy. 

® sufficient appropriate supporting documentation could not be provided for debit 

transactions amounting to R462 876. 

I was unable to confirm the property, plant and equipment by alternative means. 
Consequently, I was unable to determine whether any further adjustments to property, 
plant and equipment were necessary. 

Irregular expenditure 

8. The municipality did not disclose irregular expenditure incurred during the current or 
previous financial periods as required by section 125(d) of the MFMA. The Irregular 
expenditure was therefore understated by R28 866 914 (201 1 : R67 920 376) as the 
proper supply chain management processes were not followed in the following 
instances: 

9 Tender processes were not applied for payments amounting to 
R28 146 029. 

• The preference point system was not applied for payments amounting to R664 091 . 

« The municipality did not obtain 3 quotations for payments amounting to R56 794. 

9. In addition the municipality was not able to provide me with tender documentation for 
payments amounting to R27 394 920 and support for other procurement payments 
amounting to R1 218 499. 1 was unable to confirm the irregular expenditure by 
alternative means. Consequently, I was unable to determine whether any further 
adjustments to irregular expenditure disclosed were necessary. 

Other receivables from non-exchange transactions 

10. The municipality did not accrue for interest on long outstanding accounts as required by 
Standards of Generally Recognised Accounting Practice, GRAP 23. Revenue from non- 
exchange transactions. Receivables from non-exchange transactions disclosed as 

R7 483 220(201 1: R3 160 761) in note 13 to the financial statements and revenue 
interest received is consequently underetated by R448 029. 



11. In addition the municipality did not accurately levy property rates as required by section 
78 of the Municipal Property Rates Act. Receivables from non-exchange transactions 
and revenue property rates is consequently overstated by R2 066 621 . 

12. Further more the municipality was not able to reconcile the amount disclosed in the 
financial statements to the R3 354 438 as per the general ledger. The difference of 
R4 128 782 could not be supported by appropriate audit evidence. I was unable to 
confirm the receivables from non-exchange transactions by alternative means. 
Consequently, I was unable to determine whether any further adjustments to 
receivables from non-exchange transactions disclosed were necessary. 

Other receivables from exchange transactions 

13. The municipality did not accrue for interest on long outstanding accounts as required by 
Standards of Generally Recognised Accounting Practice, GRAP 9, Revenue from 
exchange transactions. Receivables from exchange transactions disclosed as 

R98 012 (2011: R98 012) in note 12 to the financial statements and interest received 
are consequently understated by R20 177 680. 

14. In addition the municipality cleared suspense accounts affecting the receivable from 
exchange transactions balance. The municipality was not able to provide me with 
support for these credit transactions amounting to R6 975 024, I was unable to confirm 
the receivables from exchange transactions by alternative means. Consequently, I was 
unable to determine whether any further adjustments to receivables from exchange 
transactions disclosed were necessary. 

Value Added Tax receivable 

15. A VAT Investigation was performed during the financial year by the South African 
Revenue Services in accordance with the provisions of the Value Added Tax act, 
section 7(1 )(a) and section 1 paragraph (a)(i). The results of the investigation indicated 
that the VAT receivable of the municipality was overstated by R20 126 205, revenue 
from exchange transactions was overstated by R17 426 385 and general expenditure 
was understated with 

R2 699 820. The accounting system was not adjusted to take the results of this 
investigation into account. 

16. In addition I was unable to obtain sufficient appropriate evidence for VAT receivable 
disclosed as R7 197 714 (2011: R4 067 905) in note 14 to the financial statements as: 

® the VAT reconciliations performed by the municipality at year end totalling 
R7 532 956 did not agree with the general ledger. 

® sufficient appropriate evidence could not be obtained to provide assurance that the 
VAT amount as per the general ledger was received after year end. 

I was unable to confirm the VAT receivable by alternative means. Consequently, I was 
unable to determine whether any further adjustments to the VAT receivable disclosed 
were necessary. 



Consumer debtors 

17. I was unable to obtain sufficient appropriate evidence for consumer debtors disclosed 
as R7 377 364 in note 15 to the annual financial. The municipality was not able to 
reconcile the amount disclosed in the financial statements to the RIO 128 696 as per 
the general ledger. The difference of R2 751 332 could not be supported by appropriate 
audit evidence. I was unable to confimn the consumer debtors by alternative means. 
Consequently. I was unable to determine whether any adjustments to consumer debtors 
disclosed were necessary. 

Investment property 

18. The municipality incorrectly classified investment property as property plant and 
equipment. This was in contravention with the Standards of Generally Recognised 
Accounting Practice, GRAP 17, Property, Plant and Equipment and GRAP 16, 
Investment property. Investment property disclosed as R1 601 700 in note 4 to the 
financial statements is consequently understated by R21 286 278 and property, plant 
and equipment overstated by the said amount. 

19. In addition to this the municipality was not able to reconcile the amount disclosed in the 
financial statements to the credit balance of R84 300 as per the general ledger. The 
difference of R1 686 000 could not be supported by appropriate audit evidence. I was 
unable to confirm the Investment property by alternative means. Consequently, I was 
unable to determine whether any further adjustments to investment property disclosed 
were necessary. 

Retirement benefit obligation 

20. I was unable to obtain sufficient appropriate evidence for the retirement benefit 
obligation disclosed as RIO 121 137 in note 8 to the financial statements. The 
municipality based the obligation on the previous year’s actuarial report. Significant 
changes in the staff establishment did however occur since the drafting of the previous 
report. I was unable to confirm the retirement benefits obligation by alternative means. 
Consequently, I was unable to determine whether any adjustments to the retirement 
benefits obligation disclosed were necessary. 

Unspent conditional grants and receipts 

21. I was unable to obtain sufficient appropriate evidence for unspent conditional grants and 
receipts disclosed as R1 1 586 053 (201 1 : R3 099 334) in note 1 9 to the financial 
statements as: 

* grants to the value of R16 079 000 that was paid to the municipality according to the 
Division of Revenue Act could not be substantiated with sufficient, appropriate audit 
evidence. 

® the municipality was not able to provide me with support for debit transactions 
amounting to R14 589 054 and credit transactions amounting to R13 731 530 
affecting unspent conditional grants and receipts balance. 

® the balance disclosed was R2 373 147 more than the balance in the conditional 
grants register. Management could not provide me with a reconciliation to explain the 
difference. 

I was unable to confirm the unspent conditional grants and receipts by alternative 
means. Consequently, I was unable to determine whether any adjustments to unspent 
conditional grants and receipts disclosed were necessary. 



Provisions 

22. The municipality incorrectly classified payables from exchange transactions and 
employee cost as provisions. This was In contravention with the Standards of Generally 
Recognised Accounting Practice. GRAP 19, Provisions, contingent liabilities and 
contingent assets. Provisions disclosed as R1 738 660 (201 1 : RO) in note 20 to the 
financial statements is consequently overstated by R1 738 660, employee cost is 
overstated with R851 062 and payables from exchange transactions is understated by 
R887 598. 

23. In addition the municipality did not have adequate systems in place to maintain records 
of the rehabilitation of the landfill site, which resulted in the municipality not accounting 
for this provision in the financial statements. I was unable to confirm the provisions by 
alternative means. Consequently 1 was unable to determine whether any further 
adjustments were necessary to the amount disclosed for provisions. 

Accumulated surplus 

24. I was unable to obtain sufficient appropriate evidence for accumulated surplus disclosed 
as R938 677 747(201 1 : R925 309 888) in the statement of financial position and 
statement of changes in net assets as the municipality was not able to reconcile the 
amount disclosed In the financial statements to the R932 234 862 as per the general 
ledger. The difference of R6 924 966 could not be supported by appropriate audit 
evidence. I was unable to confirm accumulated surplus by alternative means. 
Consequently, I was unable to determine whether any adjustments to accumulated 
surplus were necessary. 

Service charges 

25. The municipality did not calculate service estimations in accordance to the Standards of 
Generally Recognised Accounting Practice, GRAP 9. Revenue from exchange 
transactions. Service charges disclosed as R80 915 552 

(201 1 : R64 223 908) in note 25 to the financial statements and receivables from 
exchange transactions are consequently understated by R5 333 005. 

26. In addition to this assurance could not be obtained on service charges as the 
municipality was not able to provide me with support for debit transactions amounting to 
R9 780 835 and credit transactions amounting to R16 679 207 affecting service 
charges. The municipality has a high number of unmetered water connections and 
electricity meters that could not be traced to service accounts, which resulted in services 
being rendered which was not charged. 1 was unable to confirm the service charges by 
alternative means. Consequently, I was unable to determine whether any further 
adjustments to service charges disclosed were necessary. 

Renta! of facilities and equipment 

27. I was unable to obtain sufficient appropriate evidence for rental of facilities and 
equipment disclosed as R1 666 502 in the statement of financial performance to the 
financial statements due to the municipality not maintaining a rental register and a lack 
of contracts with regards to these transactions. In addition to this I identified a gap in the 
receipts sequence which could not be explained by the municipality. 1 was unable to 
confirm the rental of facilities and equipment by alternative means. Consequently, I was 
unable to determine whether any adjustments to rental of facilities and equipment 
disclosed were necessary. 



Fines 

28. I was unable to obtain sufficient appropriate evidence for fines disclosed as 

R4 082 812 (2011; R1 344 567) in the statement of financial performance due to the fact 
that neither a list of fines issued during the year nor reconciliations between the fines 
issued and revenue recognised being submitted. This did not enable me to draw a 
sample of fines issued. I was unable to confirm the fines by alternative means. 
Consequently, I was unable to determine whether any adjustments to fines disclosed 
were necessary. 

Government grants & subsidies 

29. i was unable to obtain sufficient appropriate evidence for government grants & subsidies 
disclosed as R128 456 653 in note 26 to the financial statements due to 

9 credit transactions to the value of R1 1 7 965 787 which could not be supported by 
sufficient appropriate audit evidence. 

» the R128 456 653 disclosed as per the statement of financial performance differed 
with the R131 645 428 as disclosed in the detail of note 26. Management was unable 
to provide sufficient appropriate audit evidence for the R3 1 88 775 difference. 

• grant agreements not being available to confinn If revenue condition requirements 
were met for revenue amounting to R21 725 859. 

I was unable to confirm the government grants & subsidies by alternative means. 
Consequently, I was unable to determine whether any adjustments to government 
grants & subsidies disclosed were necessary. 

Personnel 

30. The municipality incorrectly classified payments to contract workers as repairs and 
maintenance. This was in contravention with the Standards of Generally Recognised 
Accounting Practice, GRAP 1, Presentation of financial statements. Personnel disclosed 
as R42 726 261 (201 1 : R36 586 988) in note 29 to the financial statements is 
consequently understated by R3 572 322 and repairs and maintenance overstated by 
the said amount. 

31 . in addition the municipality was not able to provide me with supporting schedules for 
R16 883 295 of personnel cost. This did not enable me to draw a sample to test this 
amount. I was unable to confirm the personnel cost by alternative means. 

Consequently, I was unable to determine whether any further adjustments to personnel 
cost disclosed were necessary. 

Depreciation and amortisation 

32. I was unable to obtain sufficient appropriate evidence for depreciation and amortisation 
disclosed as R41 879 896 (2011: R40 470 676) in the statement of financial 
performance due to the limitation of scope on the plant, property and equipment 
component, it was further noted that the amount disclosed differed with the following: 

® R41 789 605 disclosed in note 4 to the financial statements. 

® R41 651 460 as per the asset register. 

® R41 479 521 as per the general ledger. 

I was unable to confirm the depreciation and amortisation by alternative means. 
Consequently, ! was unable to determine whether any adjustments to depreciation and 
amortisation disclosed were necessary. 



Impairments 

33. i was unable to obtain sufficient appropriate evidence for impairments disclosed as 

R8 420 370 (201 1 : R2 257 783) in note 34 in the statement of financial performance due 
to the limitation of scope on the receivables. 1 was unable to confirm the impairments by 
alternative means. Consequently, I was unable to determine whether any adjustments 
to impairments disclosed were necessary. 

Repairs and maintenance 

34. i was unable to obtain sufficient appropriate evidence for repairs and maintenance 
disclosed as R19 927 352 (2011: R19 722 687) in the statement of financial 
performance as debit transactions amounting to R5 380 385 and credit transactions 
amounting to R462 876 could not be supported. I was unable to confirm the repairs and 
maintenance by alternative means. Consequently, I was unable to determine whether 
any adjustments to repairs and maintenance disclosed were necessary. 

Bulk purchases 

35. I was unable to obtain sufficient appropriate evidence for bulk purchases disclosed as 
R41 533 1 32 (201 1 : R30 543 229) in note 39 to the financial statements as debit 
transactions amounting to R6 993 757 could not be supported. 1 was unable to confirm 
the bulk purchases by alternative means. Consequently, I was unable to determine 
whether any adjustments to bulk purchases disclosed were necessary. 

Grants and subsidies paid 

36. I was unable to obtain sufficient appropriate evidence for grants and subsidies paid 
disclosed as R21 654 250 (2011: R31 234 716) in note 38 to the financial statements as 
debit transactions amounting to R45 147 521 could not be supported. I was unable to 
confirm the grants and subsidies paid by alternative means. Consequently, I was unable 
to determine whether any adjustments to grants and subsidies paid disclosed were 
necessary. 

General expenses 

37. I was unable to obtain sufficient appropriate evidence for genera! expenses disclosed as 
R40 687 425 (201 1 ; R35 929 844) in note 27 to the financial statements due to debit 
transactions of R71 228 122 and credit transactions of R2 81 1 979 that could not be 
supported and other expenditure within general expenditure of R27 399 286 was not 
disclosed separately as required by GRAP 1 Presentation of financial statements. I was 
unable to confirm the general expenses by alternative means. Consequently, I was 
unable to determine whether any adjustments to general expenses disclosed were 
necessary. 

38. In addition to this the municipality was not able to reconcile the amount disclosed in the 
financial statements to the R40 992 532 as per the general ledger. The difference of 
R305 110 could not be supported by appropriate audit evidence. I was unable to confirm 
the general expenditure by alternative means. Consequently, I was unable to determine 
whether any further adjustments to general expenditure disclosed were necessary. 

Inventories 

39. I was unable to obtain sufficient appropriate evidence for inventory disclosed as 

R3 006 893 (201 1 : R6 738 543) in note 1 1 to the financial statements due to the fact 
that management did not prepare monthly reconciliations between the inventory listings 
and general ledger. I was unable to confirm the inventories by alternative means. 
Consequently, I was unable to detenmine whether any adjustments to inventories 
disclosed were necessary. 



Related parties 

40. International Public Sector Accounting Standard. IPSAS 20, Related-party disclosures 
requires disclosure of the remuneration of key management personnel and the number 
of individuals. I v^as unable to perform satisfactory audit procedures to obtain 
reasonable assurance on the completeness of the disclosure note as required 
information was not presented for audit. 

Commitments 

41 . The municipality incorrectly classified projects to the value of R1 5 296 706 that was not 
contracted for as commitments and projects were identified to the value of 

R4 359 509 that was not included in commitments. Commitments disclosed as 

R68 227 941 (201 1 : R25 273 275) in note 41 to the financial statements is consequently 

overstated by RIO 280 070. 

42. in addition I was unable to obtain sufficient appropriate evidence for commitments 
amounting to R52 041 700. 1 was unable to confirm the commitments by alternative 
means. Consequently, I was unable to determine whether any further adjustments to 
commitments disclosed were necessary. 

Materia] losses 

43. Section 125(2)(d)(i) of the MFMA states that the notes to the financial statements of a 
municipality must disclose particulars of any material losses. The municipality did not 
disclose in the note to the financial statements distribution losses for the current and 
prior year with regards to electricity and water due to the municipality not implementing 
adequate control measures to reliably calculate these losses. I was unable to determine 
the total extent of the distribution losses as sufficient appropriate evidence could not be 
obtained. 

Contingent liabilities 

44. I was unable to obtain sufficient appropriate evidence for contingent liabilities of 

R8 621 110 in note 42 to the financial statements as legal confirmations could not be 
submitted to substantiate R3 635 305 of the amount disclosed. I was unable to confirm 
the contingent liabilities by alternative means. Consequently, I was unable to determine 
whether any adjustments to contingent liabilities disclosed were necessary. 

Fruitless and wasteful expenditure 

45. The fruitless and wasteful expenditure disclosed as R85 21 1 in note 50 to the financial 
statements was understated by R693 895 due to fruitless and wasteful expenditure 
identified during the audit that was not disclosed. Fruitless and wasteful expenditure to 
the value of R1 3 083 was not taken into account in the opening balance of the current 
year. The amount disclosed was consequently understated by R706 978. 

Unauthorised expenditure 

46. The unauthorised expenditure disclosed as R29 818 995 (201 1 :R60 294 709) in note 49 
to the financial statements was not calculated as per the definition of unauthorised 
expenditure as stipulated in the MFMA section 1. Unauthorised expenditure was 
understated by R15 316 825 due to the incorrect budget being disclosed in the financial 
statements and used for the calculation. Unauthorised expenditure to the value of 

R62 420 457 was not taken into account In the opening balance of the current year. The 
amount disclosed was consequently understated by R77 737 282. 



Cash flow statement 

47. Due to the impact of the unreconciled bank balance and unexplained differences to the 
value of R572 967 on the cash flow statement I could not obtain reasonable assurance 
on the accuracy of the cash flow statement. This was also reported in the previous 
financial period. 

Budget Disclosure 

48. The approved adjustment budget as stipulated in section 12 of GRAP 24 Presentation 
of budget information in the APS was not disclosed in note 56 to the financial 
statements. The budgeted revenue disclosed as R179 483 034 and the budgeted 
expenditure disclosed as R180 695 113 were understated with R9 138 966 and 

R6 920 877 respectively as a result of this. 

Financial sustainability 

49. Note 1 .2 to the financial statements indicate that the financial statements have been 
prepared on a going concern basts. The statement of financial performance for the year 
ended 30 June 2012 indicated that the Ga-Segonyana Municipality recognised 
government grants and subsidies of R128 456 653. Revenue from other sources was 
R1 1 1 789 174 and may be inadequate to fund the annual expenditure of R226 287 659 
for the year ended 30 June 201 2. These conditions, along with other matters indicate 
the existence of a material uncertainty that may cast significant doubt on the 
municipality’s ability to operate as a going concern. The municipality did not conduct the 
going concern assessment as required. Consequently. I was unable to obtain 
reasonable assurance on the accuracy and fair presentation and disclosure of the going 
concern note in the financial statements. 

Prior period errors and changes in accounting policy 

50. Prior year errors have been corrected during the current and prior year for which no 
information has been disclosed under note 44 in the financial statements. The nature of 
the prior period errors, the amounts of the corrections for the affected financial 
statement line items and the amounts of the corrections at the beginning of the earliest 
prior period presented, were not disclosed as required by paragraph 49 of GRAP 3 
Accounting policies, changes in accounting estimates and errors. The nature of the 
changes in accounting policies, descriptions of the transitional provisions, the amounts 
of the adjustments for each financial statement line item affected and the amounts of the 
adjustments relating to periods before those presented were not adequately disclosed in 
the financial statements, as required by paragraph 28 of GRAP 3 Accounting policies, 
changes in accounting estimates and errors. 

Trade and other payables 

51 . I was unable to obtain sufficient appropriate evidence for trade and other payables 
disclosed as R4 948 827 (2011: R3 625 506) in note 21 to the financial statements. 
Neither the rental deposits registers nor support for rental deposits received amounting 
to R1 463 154 could be submitted. In addition to this the municipality was not able to 
reconcile the R2 908 907 disclosed for retentions in the financial statements to the 

R1 448 062 as per the general ledger. The difference of R1 460 845 could not be 
supported. Further more trade and other payables included debit transactions 
amounting to R630 1 77 for which sufficient appropriate evidence could not be 
submitted. I was unable to confirm the trade and other payables by alternative means. 
Consequently, I was unable to determine whether any adjustments to trade and other 
payables were necessary. 



Aggregation/ Accumulation of immaterial uncorrected misstatements 

52. The financial statements as a whole are materially misstated due to the cumulative 
effect of numerous individually immaterial uncorrected misstatements in the following 
elements making up the statement of financial position and the statement of financial 
performance: 

e Other financial liabilities reflected as R30 040 517 is understated by R1 564 392 
e Accumulated surplus reflected as R938 677 747 is overstated by R1 537 132 and 
e Finance cost reflected as R3 929 148 is understated by R27 260. 

53. in addition, I was unable to obtain sufficient appropriate audit evidence and I was unable 
to confirm or verify the following elements by alternative means. 

e Finance lease obligation reflected as R1 128 025. 

As a result, I was unable to determine whether any adjustments to these elements were 
necessary. 

Disclaimer of opinion 

54. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on these 
financial statements. 

Emphasis of matter 

55. I draw attention to the matter below. My opinion Is not modified in respect of this matter. 
Restatement of corresponding figures 

56. As disclosed in note 44 to the financial statements, the corresponding figures for 

30 June 2010 have been restated as a result of errors discovered during 30 June 2012 
in the financial statements of the municipality at, and for the year ended, 30 June 201 1 . 

Additional matters 

57. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Material inconsistencies in other information included in the appendices to the 
financial statements 

58. The following inconsistencies were identified between the financial statements and the 
appendices to the financial statements: 

» Appendix A to the financial statements indicates that the outstanding loans of the 
municipality equates to R 31 644 140. The amount disclosed in note 17 is however 
R30 040 517. 

e The carrying value of assets as per note 4 to the financial statements equates to 
R957 566 061. This differs with the R942 150 212 disclosed in appendix B and the 
R959 310 083 in appendix C. 

® Appendix El of the financial statements indicates that the net surplus of the budget 
for the municipality equates to R4 550 080. This is inconsistent with the adjusted 
budget of R1 006 000 which in turn also differs with the R 1 212 079 disclosed in note 
56 to the financial statements. The Incorrect budget was also taken into account in 
chapter 5 of the annual report. 



Unaudited supplementary schedules 

59. The supplementary information set out on pages XX to XX, appendices A to F, does not 
form part of the financial statements and is presented as additional information. 1 have 
not audited these schedules and, accordingly, 1 do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

60. In accordance \A/ith the PAA and the General Notice issued in terms thereof, I report the 
follow/ing findings relevant to performance against predetermined objectives, compliance 
\A/ith laws and regulations and internal control, but not for the purpose of expressino an 
opinion. 

Predetermined objectives 

61 . We performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report for the municipality as set out on pages XX 
to XX of the annual report. 

62. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of Information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury’s annual reporting principles and whether the reported performance is 
consistent with the planned development priorities or objectives. The usefulness of 
information further relates to whether indicators and targets are measurable {i.e. well 
defined, verifiable, specific, measurable and time bound) and relevant as required by 
the National Treasury Framework for managing programme performance information. 

The reliability of the information in respect of the selected development priorities or 
objectives is assessed to determine whether it adequately reflects the facts (i.e. whether 
it is valid, accurate and complete). 

The material findings are as follows: 

Usefulness of Information 

Presentation 

63. Improvement measures in the annual performance report for a total of 100% of the 
planned targets not achieved were not disclosed as required by section 46 of the 
Municipal Systems Act. This was due to inadequate internal policies and procedures 
over the processes pertaining to the reporting of performance information. 

Measurability 

64. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that performance targets be specific in clearly identifying the nature 
and required level of performance. A total of 45% of the targets were not specific in 
clearly identifying the nature and the required level of performance. This was due to the 
fact that management was aware of the requirements of the FMPPI but did not receive 
the necessary training to enable application of the principles and also due to the lack of 
processes and systems that should be used to ensure that the municipality achieves its 
targets. 



65. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that performance targets be measurable. The required performance 
could not be measured for a total of 30% of the targets. This was due to the fact that 
management was aware of the requirements of the FMPPI but did not receive the 
necessary training to enable application of the principles and also due to the lack of 
processes and systems that should be used to ensure that the municipality achieves its 
targets. 

66. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that the time period or deadline for delivery be specified. A total of 80% 
of the planned targets (as per the approved IDP) and 88% of the reported targets 
(targets that were reported against in the annual performance report) were not time 
bound in specifying a time period or deadline for delivery (please note that the targets as 
per approved IDP were assessed separately from the targets as per the annual 
performance report due to the fact that the annua! performance report was not aligned to 
the approved IDP). This was due to the fact that management was aware of the 
requirements of the FMPPI but did not receive the necessary training to enable 
application of the principles and also due to the lack of processes and systems that 
should be used to ensure that the municipality achieves its targets on a timely basis. 

67. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that indicators should have clear unambiguous data definitions so that 
data is collected consistently and is easy to understand and use. A total of 52% of the 
indicators were not well defined in that clear, unambiguous data definitions were not 
available to allow for data to be collected consistently. This was due to the fact that 
management was aware of the requirements of the FMPPI but did not receive the 
necessary training to enable application of the principles and also due to the lack of 
processes and systems that produce the performance indicators. 

68. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that it must be possible to validate the processes and systems that 
produce the indicator. A total of 100% of the indicators/measures were not verifiable in 
that valid processes and systems that produce the information on actual performance did 
not exist. This was due to the lack of key controls in the relevant systems of collection, 
collation, verification and storage of actual performance information. 

Reliability of information 

Validity 

69. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that processes and systems which produce the indicator should be 
verifiable. I was unable to obtain all the information and explanations I considered 
necessary to satisfy myself as to the validity of the actual reported performance relevant 
to 100% of Development Priority - Basic Services. This was due to limitations placed on 
the scope of my work due to the institution’s records not permitting the application of 
alternative audit procedures. 

Accuracy 

70. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that the indicator be accurate enough for its intended use and respond 
to changes in the level of performance. I was unable to obtain all the information and 
explanations I considered necessary to satisfy myself as to the accuracy of the actual 
reported performance relevant to 100% of Development Priority - Basic Services. This 
was due to limitations placed on the scope of my work due to the institution's records not 
permitting the application of alternative audit procedures 



Completeness 

71 . The National Treasury Framework for managing programme performance information 
(FMPPl) requires that documentation addressing the systems and processes for 
identifying, collecting, collating, verifying and storing information be properly maintained. 

I was unable to obtain all the information and explanations I considered necessary to 
satisfy myself as to the completeness of the actual reported performance relevant 100% 
of Development Priority - Basic Services. This was due to limitations placed on the scope 
of my work due to the institution’s records not permitting the application of alternative 
audit procedures 

Additional matter 

Achievement of planned targets 

72. Of the total number of planned targets, only 50 were reached during the year under 
review. This represents 20% of total planned targets that were not achieved during the 
year under review, 38% of which did not have a baseline to benchmark against and two 
that could not be assessed as the timeline set had not yet passed. This was mainly due 
to the fact that indicators and targets were not suitably developed during the strategic 
planning process. 


Compliance with laws and regulations 

73. 1 performed procedures to obtain evidence that the entity has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable 
laws and regulations as set out in the General Notice Issued in terms of the PAA are as 
follows: 

Strategic planning and performance management 

74. The performance audit committee did not meet at least twice during the financial year, as 
required by Municipal Planning and Performance Management Regulation 14(3)(a). 

75. The performance audit committee did not review the municipality’s performance 
management system or make recommendations to the council, as required by Municipal 
Planning and Performance Management Regulation 14(4)(a)(ii). 

76. The performance audit committee did not review all the quarterly internal audit reports on 
performance measurement, as required by Municipal Planning and Performance 
Management Regulation 14(4)(a)(i). 

77. The performance audit committee did not submit at least twice during the financial year, 
an audit report on the review of the performance management system to the council, as 
required by Municipal Planning and Performance Management Regulation 14(4)(a )(iii). 

78. The municipality did not set appropriate key performance indicators as a yardstick for 
measuring performance, including outcomes and Impact, with regard to the municipality's 
development priorities and objectives set out in its Integrated development plan and did 
not set measurable performance targets with regard to each development priority and 
objective as required by section 41 of the Municipal Systems Act. 

Budgets 

79. Expenditure was incurred In excess of the limits of the amounts provided for in the votes 
of the approved budget, in contravention of section 15 of the Municipal Finance 
Management Act. 



Annual financial statements, performance and annual reports 

80. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the Municipal Finance 
Management Act. 

81 . The municipal council did not adopt an oversight report, containing comments on the 
annual report, within two months from the date on which the 201 0/1 1 annual report was 
tabled, as required by section 129(1) of the Municipal Finance Management Act. 

82. The accounting officer did not make public the council's oversight report on the 2010/1 1 
annual report within seven days of its adoption, as required by section 129(3) of the 
Municipal Finance Management Act. 

Audit committees 

83. An audit committee was not in place for four months of the financial year, as required by 
section 166(1) of the MFMA. 

84. The audit committee was not constituted, as required by section 166(4){a) MFMA as the 
following requirements were not adhered to: 

® At the beginning of the financial year the audit committee consisted of four members. 
Two of the members resigned in September and October 201 1 . The committee was 
eventually dissolved on 29 February 2012. Therefore three members were not 
appointed as required throughout the year. 

85. The audit committee did not advise the accounting officer on matters relating to internal 
financial control and internal audits, risk management, accounting policies, effective 
governance, performance management or performance evaluation as required by 
section 166(2)(a) of the MFMA. 

86. The audit committee did not advise the accounting officer on matters relating to the 
adequacy, reliabiiity and accuracy of financial reporting and information, as required by 
section 166(2)(a)(iv) of the MFMA. 

87. The audit committee did not advise the accounting officer on matters relating to 
compliance with the MFMA, and DoRA, as required by section 166(2)(a)(vii) of the 
MFMA. 

88. The audit committee did not review the financial statements to provide the council with 
an authoritative and credible view of the financial position of the entity, its efficiency and 
effectiveness and its overall level of compliance with the MFMA and DoRA, as required 
by section 166(2)(b) of the MFMA. 

89. The audit committee did not respond to the council on the issues raised in the audit 
reports of the Auditor-General, as required by section 166(2)(c) of the MFMA. 

90. The audit committee did not meet at least four times a year, as required by section 
166(4)(b) of the MFMA. 

Performance audit committee 

91 . The performance audit committee did not meet at least twice during the financial year, as 
required by Municipal Planning and Performance Management Regulation 14(3)(a). 

92. The performance audit committee did not review the municipality’s performance 
management system or make recommendations to the council, as required by Municipal 
Planning and Performance Management Regulation 14(4)(a){ii). 

93. The performance audit committee did not review ail the quarterly internal audit reports on 
performance measurement, as required by Municipal Planning and Performance 
Management Regulation 14(4)(a)(j). 

94. The performance audit committee did not submit at least twice during the financial year, 
an audit report on the review of the performance management system to the council, as 
required by Municipal Planning and Performance Management Regulation 14(4)(a )(iii). 



95. The municipality did not set appropriate key performance indicators as a yardstick for 
measuring performance, including outcomes and impact, with regard to the municipality’s 
development priorities and objectives set out in its IDP and did not set measurable 
performance targets with regard to each development priority and objective as required 
by section 41 of the MSA. 

Internal audit 

96. The interna! audit unit did not function as required by section 165{2) of the MFMA, in 
that: 

» it did not report to the audit committee on the implementation of the internal audit 
plan 

e it did not advise the accounting officer or report to the audit committee on matters 
relating to internal audit, internal controls, accounting procedures and practices, risk 
and risk management and loss control. 

97. The internal audit unit did not report to the audit committee on matters relating to 
compliance with the MFMA, DoRA and other applicable legislation, as required by 
section 165(2){b) of the MFMA. 

98. The internal audit did not audit the results of performance measurements, as required by 
section 45(1 )(a) of the MFMA and Municipal Planning and Performance Management 
Regulation 14(1 )(a). 

99. The internal audit unit did not assess the functionality of the performance management 
system, whether the performance management system complied with the requirements 
of the MSA, the extent to which the performance measurements were reliable in 
measuring the performance of the municipality on key and general performance 
indicators], as required by Municipal Planning and Performance Management Regulation 
14{1)(b). 

1 00. The internal audit unit did not audit the performance measurements on a continuous 
basis and/or submit quarterly reports on their audits to the municipal manager and the 
performance audit committee, as required by Municipal Planning and Performance 
Management Regulation 14(1)(c). 

Procurement and contract management 

101. Sufficient appropriate audit evidence could not be obtained that goods and services 
with a transaction value of below R200 000 were procured by means of obtaining the 
required price quotations, as required by SCM regulation 17(a) & (c). 

1 02. Sufficient appropriate audit evidence could not be obtained that goods and services of 
a transaction value above R200 000 were procured by means of inviting competitive 
bids and that deviations approved by the accounting officer were only if it was 
impractical to invite competitive bids, as required by SCM regulation 19(a). 

1 03. Quotations were accepted from prospective providers who are not registered on the 
list of accredited prospective providers and do not meet the listing requirements 
prescribed by the SCM policy in contravention of SCM regulation 1 6(b) and 1 7(b). 

1 04. Awards were made to bidders other than those recommended by the bid evaluation 
committee without ratification by the accounting officer, as required by SCM regulation 
29(5)(b). 

1 05. Sufficient appropriate audit evidence could not be obtained that the preference point 
system was applied in all procurement of goods and services above R30 000 as 
required by section 2(a) of the Preferential Procurement Policy Framework Act and 
SCM regulation 28(1}(a). 

106. Sufficient appropriate audit evidence could not be obtained that contracts and 
quotations were awarded to suppliers based on preference points that were allocated 
and calculated in accordance with the requirements of the Preferential Procurement 
Policy Framework Act and Its regulations. 



107. Sufficient appropriate audit evidence could not be obtained that contracts were only 
extended or modified after tabling the reasons for the proposed amendment in the 
council of the municipality, as required by section 116(3) of the MFMA. 

108. Sufficient appropriate audit evidence could not be obtained that all extension or 
modification to contracts were approved by a properly delegated official, as required 
by SCM Reguiation 5. 

109. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

1 1 0. The contract performance and monitoring measures and methods were insufficient to 
ensure effective contract management, as required by section 116(2)(c) of the MFMA. 

Human resource management and compensation 

111. An approved staff establishment was not in place, as required by section 66(1 )(a) of 
the Municipal Systems Act. 

112. The municipal manager and senior managers directly accountable to the municipal 
manager did not sign performance agreements, as required by section 57(2)(a) 
Municipal Systems Act. 

Expenditure management 

113. Sufficient appropriate audit evidence could not be obtained that money owing by the 
municipality had always been paid within 30 days of receiving an invoice or statement, 
as required by section 65(2)(e) of the Municipal Finance Management Act. 

114. An effective system of expenditure control, including procedures for the approval, 
authorisation, withdrawal and payment of funds, was not in place as required by 
section 65(2)(a) of the Municipal Finance Management Act. 

1 1 5. The accounting officer did not take effective steps to prevent unauthorised, irregular, 
fruitless and wasteful expenditure, as required by section 62(1 )(d) of the Municipal 
Finance Management Act, 

116. Unauthorised, irregular, fruitless and wasteful expenditure was not recovered from the 
liable person, as required by section 32(2) of the Municipal Finance Management Act. 

117. Sufficient appropriate audit evidence could not be obtained that payments had been 
approved by the accounting officer or a properly authorised official as required by 
section 1 1(1) of the Municipal Finance Management Act. 

Revenue management 

118. An adequate management, accounting and information system was not in place which 
recognised revenue when it was earned and accounted for debtors, as required by 
section 64(2)(e) and 97(h) of the Municipal Finance Management Act. 

1 1 9. Interest was not charged on all accounts in arrears as, required by section 64(2)(g) of 
the Municipal Finance and Management Act. 

120. Sufficient audit evidence could not be obtained that revenue had been reconciled on a 
weekly basis, as required by 64(2)(h) of the Municipal Finance Management Act. 

Asset management and liability management 

121 . An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63(2)(a) of the Municipal Finance 
Management Act. 

122. An effective system of internal control for assets (including an asset register) was not 
in place, as required by section 63(2)(c) of the Municipal Finance Management Act. 

123. Capital assets were sold or permanently disposed without the approval of the council, 
as required by section 14(2)(a) of the Municipal Finance Management Act. 

124. A management, accounting and information system which adequately accounts for 
liabilities was not in place, as required by section 63(2)(a) of the Municipal Finance 
Management Act. 



125. An effective system of internal control for liabilities was not in place, as required by 
section 63(2)(c) of the Municipal Finance Management Act 

Internal control 

126. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported 
below under the fundamentals of internal control are limited to the significant 
deficiencies that resulted in the basis for qualified opinion, the findings on the annual 
performance report and the findings on compliance with laws and regulations included 
in this report. 

Leadership 

127. The leadership did not exercise oversight responsibility regarding financial and 
performance reporting and compliance and related Internal controls. The leadership 
did not ensure that there were processes to ensure reviews are implemented before 
submission of information as material errors were detected in the financial statements 
and non-compliance with laws and regulations and internal control deficiencies were 
noted throughout the audit process. 

128. The leadership of the municipality did not set the correct tone at the top. Senior 
management did not adhere to internal controls, which resulted in unauthorised and 
irregular expenditure not detected by management and non-compliance with relevant 
laws and regulations. 

129. The lack of decisive action to mitigate emerging risks, implement timely corrective 
measures and address non-performance was evident by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality 
failed to properly analyse the control weaknesses and implement appropriate follow-up 
actions that adequately addressed the root cause. This resulted in the audit findings in 
the prior year report recurring in the current year 

Financial and performance management 

130. The accounting officer did not prepare regular, accurate and complete financial 
statements that are supported and evidenced by reliable information, review and 
monitor compliance with laws and regulations. 

131. Finance staff had an insufficient understanding of the accounting framework. This 
contributed towards the numerous qualifications in the financial statements of the 
municipality. 

1 32. Inadequate filing procedures at the municipality have resulted in limitations of scope 
during the current and previous year’s audits. As a result significant difficulties were 
experienced in respect of the availability of information. 

133. The financial statements were not properly reviewed for completeness and accuracy 
prior to submission for auditing. This resulted in many findings relating to incorrect 
disclosure. 



Governance 

134. The accounting officer did not prioritise the establishment of a fully functioning internal 
audit unit, performance audit committee and audit committee and therefore the 
functions were not established and functional during the financial year. This resulted in 
the internal audit unit and audit committees not being able to fulfil ail their 
responsibilities. 


Kimberley 
30 November 2012 



AUOlTOR-eENSRAL 
SOUTH AFRICA 


Auc/i7ing fo build public conlidence 




SECTION 6: CONC LUSION 

1 1 1. The matters communicated throughout this report relate to the three fundamentals of 
internal control which sliould be addressed to achieve sustained clean administration. 
The AGSA staff remains committed to assisting in the process of identifying and 
communicating good practices to improve governance and accountability, so as to build 
public confidence in government’s ability to account for public resources in a 
transparent manner. 


Yours .sincerely 

Eugene 'Zuhgu 
Corporate 'Executive 

30 November 2012 
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